as our own. These assumptions can be traced back to the theoretical works of William Stanley Jevons (1871 Jevons ( , 1888 , Leon Walras (1954) and Alfred Marshall (1920) in the late 19 th and early 20th centuries. More contemporary economists such as Alan Friedman (1990) and Robert Michael and Gary Becker (1973) 1 have shaped their analyses of human behaviour, drawing extensively from these early neoclassical economists. Even with the relatively more contemporary incorporation of Keynesian 1 (primarily) and other economic perspectives and analyses in the study of problems such as unemployment and challenges to macroeconomic growth, as well as monetary and fiscal policy, neoclassical choice theory is still largely grounded in the assumption that policy choices are rational and decisions are constrained by scarce resources. That 'scarcity' itself may -at least in part -be created by past policy decisions, is rarely addressed.
The institutionalized acceptance of this mainstream theory of human behavior is then said to inform choices and actions in business and financial markets in the quest to arrive at "efficient" outcomes. Finally, decision makers are assumed to operate in the context of market conditions that can supposedly be precisely anticipated and known, much like a laboratory experiment in which all variables can be controlled for. Because of this, decision makers can also be assumed to be making perfectly informed decisions with a predictable outcome.
What is the meaning of the central assumptions underlying neoclassical economic theory?
How is rational behaviour and decision making understood? Utility maximizing consumers are said to make rational decisions when those decisions are informed by all available information -ideally complete information. For instance, consumers seek to pay the lowest possible price for comparable products, everything else constant (preferences, income, prices of substitutes). Accordingly, they weigh the costs and benefits of a given option, and choose based upon whether the benefits exceed the costs -producing the expected best outcome. Such a method of decision making is considered rational and efficient in that the individual is making choices that maximize satisfaction and minimize costs.
The attainment of efficient use of scarce resources is assumed to be the goal of decision making by all economic agents. For the business, efficiency requires the choice of a production methodology that combines resources -labor, capital and natural resources -in a way that results in the lowest marginal costs (or costs per unit of output) and maximizes marginal revenue or earnings. As such, the efficient choice is one that yields the greatest output from available resources at the lowest possible cost in the idealized model of competitive capitalism. By extension, the choice that emerges from weighing the costs and benefits of various options and choosing the methodology that minimizes costs while maximizing gain is rational.
The existence of insatiable wants and desires forms the foundation of the concept of scarcity and is treated as part of the natural human condition. Not only is it impossible to satisfy one's wants and desires because of the inherent human need to consume, the presumption of scarcity as a fundamental given makes the attainment of such wants impossible. Thus, consumerism is viewed as a characteristic that defines human nature yet can never be fully satisfied because of the natural existence of insufficient resources. Economies that rely upon the spending of consumers as the central engine of economic growth depend upon a steady flow of income and wealth from consumers to businesses. By appealing to the exclusivity of 'desirable' consumer goods, marketing campaigns have effectively cultivated the desired wants and desires of consumers.
While indeed, a naturally occurring lack of critical resources such as water in arid climates or soil suitable for growing crops is a reality in some geographic areas, the term as often conceived is applied as a universal given. The notion that scarcity of natural resources may result from past decisions about how resources are allocated or used (or misused) rarely surfaces.
Alternatively, public policy decisions that may have deliberately created a scarcity of funds for critical human needs are known to produce a form of scarcity, while achieving the redistribution of income and wealth toward the wealthy and away from the poor and middle class.
Finally, a fundamental conviction at the heart of the neoclassical theory of competitive capitalism is the belief that unimpeded competition results in the most efficient distribution of scarce resources. In the ideal world, government has a limited regulatory role in industry and financial markets, which stems from the premise that markets naturally find their equilibrium position. According to this model, if unemployment is too high, wages will fall and employers will hire once again, as increasing supply stimulates and restores growth in demand. In its more contemporary form, this set of assumptions can be linked with the revival of "supply side" economics during the early 1980's 2 .
This critical discussion of these assumptions is important for the purposes of the course's theme, not just because it introduces students to the assumptions that predominate in one of the social scientific disciplines seeking to shed light on the human condition. In contemporary capitalist societies the neoclassical assumptions are often received as the obvious, 'common sense' way to understand economic life. This is both because this way of analyzing economic life dominates mainstream media but also because of the relative lack of pluralism within the discipline of Economics. This lack of pluralism is especially felt in introductory college-level courses, which usually do not present neoclassical economics as one of the possible ways of analyzing economic life, but rather as the economic approach to the analysis of human life.
Thus, while a student taking an introductory class in another discipline, for example sociology, would be exposed to various theoretical perspectives, ranging from more conservative functionalist approaches to more progressive or even radical approaches, such as conflict theory,
Marxism and feminism, a student taking Economics 1101 (Introductory Macroeconomics) will usually have no way of knowing that the 'Introduction to Economics' course s/he thinks s/he is taking is really an 'Introduction to Neoclassical Economics' course.
Given the importance of economic forces in shaping human life and human beings themselves, this is a problem. Students cannot reach a critical understanding of what it means to be human without a critical understanding of economic life. There is also something paradoxical in the lack of pluralism within Economics and, especially, the lack of pluralism in the way Economics is usually taught to laypeople. On the one hand, neoclassical economics valorizes choice and attributes the alleged superiority of competitive capitalism to the ability it gives consumers to choose between competing versions of the same commodity. On the other hand, neoclassical economists enforce an effective monopoly when it comes to their line of business, the teaching of Economics. And the result of this monopoly is as disastrous as the results of the monopolies that neoclassical economists routinely lambaste. Indeed, the claim that monopoly reduces the pressure to provide top quality products is no less true for the economics profession than it is for other industries. One need only look at the recent financial crisis, which caught people off guard, precisely because their sense of how the economy works came from the hegemonic neoclassical approach which has long taught that nothing can go wrong as long as markets are free.
While presenting to the students the concept of 'homo economicus' postulated by neoclassical economics, we then encourage students to think critically about this model of humanity through a two-stage process. First, one of the authors encourages students to probe the human insatiability assumption through a discussion that historicizes human needs, while the other author proceeds by encouraging students to evaluate the neoclassical 'rationality' assumption in light of the dynamics that led to the global financial crisis in 2008.
Questioning Human Insatiability
Before the session described in this chapter the students are assigned readings and videos while also being asked to answer questions that deal with both the social construction of human needs and the causes of the recent financial crisis. The readings for the session's discussion of human insatiability include a Reuters article with the telling title 'U.S. Millionaires Say $7
Million Doesn't Make You Rich, Survey Says;' "The Original Affluent Society," anthropologist Marshall Sahlins' classic essay on hunter and gatherers; and a chapter from Remaking Scarcity:
From Capitalist Inefficiency to Economic Democracy, a book written by one of us and discussing both Sahlins' classic essay and the connection between capitalism and consumerism.
The point of these readings is to denaturalize the set of needs created by contemporary capitalism, showing how people's material needs always have to be analyzed in close connection with the social system in which they live.
Although from a chronological point of view it might seem to make sense to begin the session with Marshall Sahlins and his discussion of hunters and gatherers, the article on US millionaires is discussed first because, at first sight, it seems to confirm the neoclassical assumption of an insatiable human nature. The article reports on a Fidelity Investments survey of people who "had at least $1 million in investable assets, excluding any real estate or retirement accounts." The survey found that over 40% of the people surveyed "said they did not feel wealthy' and that many of them were worried that their wealth might not be enough to 'fund their lifestyle' after they retired.
In opening the discussion I ask students how this article relates to the theme of the class, which is the meaning of being human. 3 This question invites students to ponder whether this article has something to tell us about human nature. I have taught this article for a number of years now, but one of the things that surprised me the first time I taught it was how unsurprised students were by it. This was especially surprising to me, since the vast majority of City Tech students are from working-class or lower-middle class backgrounds and thus not from the ranks of millionaires accustomed to a lifestyle requiring exorbitant levels of wealth to sustain it. When you ask students why such a finding is to be expected, they usually give a mix of answers, ranging from claims regarding the insatiability of human nature to more socially situated claims regarding the effects of people's material insecurity as well as the influence of advertising.
The first type of claim allows me to highlight how pervasive and 'commonsensical' the neoclassical 'human insatiability' assumption seems to be. The second type of answer, on the other hand, helps to introduce the idea that human needs are socially constructed, in other words, that people's attitudes towards material wealth are in many ways shaped by the nature of the social and economic system in which they live. This is an important insight that is completely missing from neoclassical economics, which tends to treat people's material needs and preferences as a black box. In the neoclassical model, people's material preferences are a preexisting fact that is exogenous to economic life. Thus, the contrast between contemporary millionaires who feel poor (or, at least, not rich) and hunters and gatherers who, in Sahlins' description, represent the original affluent society because they don't desire more than they have makes it clear to students that human insatiability is not a self-evident truth but an ideology that naturalizes the futility of capitalist consumerism.
In so doing, the session also encourages students to analyze ideas about what it means to be human not just in terms of truth and accuracy but also in terms of power and the social effects they produce. It suggests that uncritical acceptance of received truths regarding society and human nature may not just lead to incorrect perceptions of reality but also facilitate the reproduction of social orders that may be oppressive and inimical to human well-being. Thus, the discussion of the human insatiability postulate does not only involve students in a collective process of thinking critically. It also underlines to them why thinking critically about society and human affairs is so essential.
Questioning Neoclassical 'Rationality' in the Context of the 2008 Global Financial Crisis
The second part of the session, entitled The Near-Depression: The 2008 Financial Crisis and How It Happened, begins with a critical analysis of the neoclassical assumptions about human behaviour in the context of the workings of the U.S. and global financial system at the height of the housing bubble, high-risk mortgage lending and other unregulated activities that preceded the crisis. Students consider the notion that perhaps in retrospect many of these assumptions would be somewhat obsolete in the context of 21 st century market economies in light of the many regulations imposed since the Great Depression -the last major crisis that hit the U.S. economy leading to a collapse of its banking and financial systems. However, a central focus of the case study is to bring to light the fact that in practice, little had really changed, as banks, investors, mortgage lenders and a host of other key players indeed acted upon the assumption that fewer regulations lead to more efficient markets, that maximizing one's own self-interest is the most effective route to economic prosperity and that originating mortgage loans to borrowers regardless of their ability to repay was good economic policy. A summary of the deregulation of banking and financial practices since the early 1980s provides the backdrop for students to understand some of the conditions that made such actions possible while providing a real world context in which students are encouraged to question the neoclassical assumptions underlying the concept of 'homo economicus' and the free market policy prescriptions upon which this model is based.
The major goal here is to challenge students to re-think each of the assumptions about human behaviour in the context of the motivating factors that often shape the human capacity for effective judgement within the competitive capitalist economy. The case study itself begins with a pre-case study assignment outlining the learning objectives, a list of key terms, and a brief summary of the neoclassical assumptions about the motivations that, in a capitalist economy, guide the action of economic agents, such as individuals, business and government. Prior to the class session, students complete two short readings 6 which introduce these assumptions. In Learning objectives focus on students' developing a critical understanding of:
1. The assumptions about human behavior in neoclassical theory as inherently rational, and the broad acceptance of the underlying assumption in mainstream economic theory that economic decision making is rational.
2. How the assumption that consumers and businesses act as rational decision makers is built-in to the way economic participants are expected to behave in consumer-oriented capitalist economies such as our own. "rational" behaviour for the individual, say in the quest for making the most money from a financial transaction is shown to be at odds with the "rational" goals of the firm -the investment bank, the mortgage lending firm, etc. to maximize profits and earnings while at the same time, the drive to advance individual self-interest in fact undermines the goal of efficiency. One comes to the unavoidable conclusion that the ultimate outcome of self-interested behaviour led to financial chaos and the near collapse of the global banking system -the very antithesis of an efficient economic outcome. Scarcity, as it turns out, was actually quite relevant in this scenario.
In its wake, the crisis produced mass unemployment, the loss of trillions of dollars of global wealth and millions of foreclosures in the U.S. alone. Clearly, income, homes and jobs became scarce very quickly.
As students view the film, which details the motivations and actions of financial institutions and many of their key decision makers, they are encouraged to think about how neoclassical assumptions about natural human behaviour can effectively be deconstructed and questioned and to make note of key pieces of information that may seem to directly test these assumptions.
The film introduces students to some of the critical factors that provided the conditions for the financial crisis, including the growth of easy lending practices, a housing construction boom and the rapid expansion of a relatively new type of home finance in the form of 'subprime' lending, all within the context of a financial regulatory system that had been steadily weakened over the previous 20 years. By the early 2000's, a lending frenzy had taken off, with little concern about borrowers' ability to repay. In fact, ability to repay clearly was not the motivation behind loans made to borrowers with sketchy credit, few assets and no money down. According to one California-based real estate agent during 2004-2005, "They [lenders] didn't really know or care about the qualifications of the buyers and whether people could make these payments or not wasn't much of a concern. If you could fog a mirror, you could get a loan." 7 Subprime lenders appealed directly to people with poor credit, while banks and mortgage brokers indulged in overtly fraudulent activities to "pump up" their mortgage business, offering complex loans with terms often hidden from borrowers. Many of these loans typically came with very low 'teaser' rates that would re-set to much higher interest rates after just a few months. Poor and minority communities were major targets for such lending, a clear violation of anti-predatory lending regulations.
As the film reveals, there were many individuals seeking to 'maximize their own utility' at the time. One such example spotlighted by the film was Angelo Mozillo, the head of Countrywide Financial, widely named the "undisputed king of the U.S. subprime market," 8 who at the height of the subprime boom during the early to mid-2000s was reported to be earning an estimated $100 million per year. The problem with the notion that such utility maximization is necessarily 'rational' is conspicuously evident in Mozillo's reflections, revealed post-crash, about the shoddy quality of the subprime loans he and his firm promoted. He reportedly had privately written that "In all my years in the business I have never seen a more toxic product," while simultaneously reassuring his investors and clients that everything was fine, stating "Countrywide views the product as a sound investment for our bank and a sound financial management tool for consumers." 9 This seems to clearly illustrate a divergence between motivations that may be rational for the individual from what would likely be rational for the larger good -in this case, the long-term profitability of the bank and more importantly, the overall economy. The idea that 'rational utility maximizing' behaviour that benefits the individual while ostensibly undermining the profit maximizing goals of the institution comes to light in the wake of the crisis as Congressional and federal regulatory inquiries uncovered the inner workings of the subprime market and those responsible for the excessive risk taking that led to near financial collapse. Why didn't subprime lenders care whether borrowers could repay their loans? Essentially, these loans didn't remain on lenders' books. They were quickly bundled with similar loans from across the country, sold to investment firms where they were packaged into more complex 'financial products' to meet growing demand from bankers for these highyielding investments. Since there was virtually no regulation of the subprime market at the time, there was little risk to the various individuals and institutions that processed them along the way.
Then chairman of the Congressional Financial Crisis Inquiry Commission Phil Angelides noted
that at every point in the process, from the broker to the lender, the securitizer, or the market maker, "everyone seems to have taken the view that they had no responsibility for the product that they were moving along in the system." 10 This plainly suggests that rational utility maximizing behaviour for the individual was the central goal, as author William Cohan stated, "anybody who touched a mortgage made money," 11 while there was little concern for doing so in the interests of the overall society (or even for the firms whose interests these individuals were supposedly looking out for). Following the film, the challenges and seemingly contradictory actions of the many players involved in creating the conditions for the crisis provide a context for the discussion that follows. The key questions guiding the discussion return to the neoclassical behavioural assumptions introduced in the pre-case study readings which are now viewed in the light of what the film reveals about the unquestionably destructive actions of individuals from mortgage brokers to bank CEOs.
Among the questions students are challenged to debate are the following: 5. Returning to the assumption that unimpeded competition results in the most efficient distribution of scarce resources, students are asked once again to reflect on whether this is a realistic expectation given the reality that those responsible for key decisions at all stages of the process were aware that their actions in the quest for competitive advantage might not result in an efficient outcome for their firm or for the economy as a whole.
6. Students then examine the concept of scarcity as a humanly created construct in this case -a condition that resulted from the deliberate actions of those involved in creating the conditions for near economic collapse. This introduces the idea that economic conditions could be manipulated to create scarcity in the wake of the crisis in the form of lost jobs and homes and a deliberate redistribution of income.
7. Finally, the theory of unimpeded free competition itself is revisited, as students consider the question of whether regulatory constr 12 aints, if properly enforced, might have ensured a more efficient outcome for the overall economy.
Hence the goal is to engage students in thinking about the applications and relevance of a theory to real world events. The financial sector has consistently resisted and sought reduced regulations on its activities adhering to free-market beliefs. Thus, the concepts at the heart of traditional neoclassical theory examined in this case study appear to quite fittingly apply to the conduct of the various parties responsible for creating the conditions for the financial crisis.
In returning to the article by Paul Krugman, How Did Economists Get it so Wrong?, students examine Krugman's argument that most economists' adherence on some level to free market economic theory obscured their ability to recognize the presence of a housing bubble, the brewing subprime mortgage default crisis, and the obvious failure of government regulators to intervene before a full-blown crisis was underway. In Krugman's words:
Few economists saw our current crisis coming, but this predictive failure was the least of the field's problems. More important was the profession's blindness to the very possibility of catastrophic failures in a market economy…Meanwhile, macroeconomists were divided in their views. But the main division was between those who insisted that free-market economies never go astray and those who believed that economies may stray now and then but that any major deviations from the path of prosperity could and would be corrected by the all-powerful Fed" (Krugman 2009, pg.1) .
In other words, over time, the differences between economists' theoretical perspectives began to converge in many respects as they celebrated what former Federal Reserve chair Ben
Bernanke termed 'the Great Moderation,' a nearly twenty year period from the mid-1980s through the mid-2000s during which recessions were mild and there appeared to be little need for major government intervention to control high inflation and unemployment. Krugman aptly quotes economist Robert Lucas, who proclaimed that the "'central problem of depressionprevention has been solved"' (2009).
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Thus the neoclassical theoretical assumptions at the center of the case study become profoundly relevant when viewed in the context of prevailing economic beliefs in the years preceding the crisis. The sense of complacency that took hold during the years of moderate business cycles persuaded many that the challenges posed by the Great Depression and unregulated capitalism were history. In Krugman's words:
Until the Great Depression, most economists clung to a vision of capitalism as a perfect or nearly perfect system. That vision wasn't sustainable in the face of mass unemployment, but as memories of the Depression faded, economists fell back in love with the old, idealized vision of an economy in which rational individuals interact in perfect markets, this time gussied up with fancy equations (2009, pg. 1).
Understanding that many economists' moving back toward an acceptance of the traditional assumptions about the workings of markets and human behavior within them enables students to grasp the seemingly incomprehensible reality that so many failed to recognize the warning signs until it was too late.. It also serves to bring the discussion back to the assumptions themselves with the objective of creating a more profound understanding of just how flawed this "idealized" world is, and why capitalist economies, and especially the financial sector, cannot survive and function without extensive government regulation. In the case study written assignment, students consider the same questions discussed in class and evaluate how impression. This usually leads to mention of the corruption and risk taking in the housing markets and financial markets that precipitated the crisis. The question of whether the decision of bank CEO's to market risky loans to borrowers who they knew would not be able to repay and then to sell these loans as solid investments to investors would be considered 'rational' elicits a range of responses. In one sense, students view these actions as a 'rational' pursuit of profit and as motivated by a desire to maximize one's 'self-interest,' a conclusion many would unquestionably draw. However, when pressed further to consider the notion of rationality in the sense of what these individuals' actions meant for the larger economy or even the firms for whom they worked, many students reflect on the interpretation of rationality in other contexts. failure to recognize the rapidly unraveling housing and financial system, which reveals how so many economists still cling to idealized conceptions of 'natural' human behavior.
Together, the two case studies, linked in their objective to introduce the conception that behavior that is often unquestionably accepted as "human nature' is not a given, but rather a social construct shaped by the needs of an economic system that depends upon massive consumption and requires abstruse economic models of 'natural' human behavior to support such beliefs.
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